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KEY ECONOMIC INDICATORS 
iit apie MKi:6~ChCSC!CSC!C!CSEC;:”:~t~—‘—SS— 1971 KD1=$2,.80 
unless otherwise stated 1972 KD1=$3.05 
1973 KD1=$2,38 


FY Ending Chaiige 
March 31 7 1973 72/73 
INCOME AND PRODUCTION 


GNP at Current Prices 4,228 + 20.5 
Net National Product 1/ - 4,008 + 20.5 
Per Capita GNP(in Single$)" 4,698 + 8,5 
Gross Investment as % of GNP " 14,0(est)+1.1 
Crude Oil Production* 

(mil US Bbl) Cal,Year 1105.8 - 8,0 
Natural gas Production 7 

(bilCuft) 581.1 10.3 
Desalinated Water (mil 

Imp 6al) NA 
Electric Power (MilKw) NA 


MONEY AND PRICES 
Money Supply (currency in 
circulation plus demand 
deposits) 
Loans & Advances by 
Commercial Banks 
Com,Bank Time & Savings 
Deposits 
Commercial Banks Rates3}/ 
Prime “< 
Average 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange 
Reserves (Government & . 2377.9 
Commercial Banks) 
Balance of Payments +339,8 
Balance of Trade: 
Oil Sector Earnings 7 +1239 
Exports & Re-exports fob**Cal Year +96,.3 
US Share 3.3% 
Imports Ceiefe ” -650,.5 -831.0 (lOmonths) 
US Share 14,4% - 
Main Imports: from the US(1972) 
Vehicles (all types) 
$25,502,353 
Cigarettes 8,500,801 
Airconditioners Central 4,311,736 
Unit 7 ¢311,730 
Parts & Accessories of Vehicles 8,702,043 
Parts & Access.,of Machinery 6,168,435 





Main Exports to the U,S, (1972) 
Fish & Shrimp $ 1,292,214 
Petroleum & Pet,Products40,141,632 


*Kuwait's Share only. 
**Excluding Oil 


Source: Central Bank of Kuwait; U.S. Department of Commerce, 


1/ Kuwait has not established base year statistics with which 
to calculate GNP at constant prices, Current=price GNP 
is subjected to a depreciation factor to produce a "Net 
National Product," 


Legal rate ceiling is 7%, Interest rates may exceed this 
amount when "Special services" are provided, On this basis, 
banks are making some loans at up to 9%. Banks currently pay 
5 to 5.5% on savings deposits, 





SUMMARY 


Kuwait's economy is booming, and there is a remarkable sense 

of purpose and optimism within the government and private sector, 
During 1973 Kuwait was attacked in March by Iraq and played 

an active role supporting its Arab allies during and after 

the October War. During the last quarter of the year 

petroleum production was reduced. Throughout the year 

Kuwaiti financiers watched nervously as the dollar was 

devalued, monetary instability and world-wide inflation 

became almost common place and hopes for monetary reform 

were dimmed, 


Nevertheless, income from oil and investments increased some= 
what over 1972 and the near term outlook for tremendous 
increases in income became mind boggling, for so small a 
country. Partly in reaction to all these factors the 
government actively pursued a broad program of major public 
works and industrial projects, Even the private sector 
began to look seriously into industrial and commercial 
projects that will cost tens of millions of dollars, During 
1973 Kuwaiti non-petroleum exports increased substantially 
and many local manufacturing and other companies did well. 
The financial sector continued to grow as Kuwait became an 
internationally recognized force in finance, 


Implicit in this mood are the relative freedom and political 
stability which Kuwait enjoys as well as faith in its future. 
Nevertheless, apart from oil Kuwait is basically a very poor 
country. Thus, the long run performance of the oil sector 

is crucial, and a debate has developed over the depletion and 
conservation of Kuwait's most precious asset. Moreover, 
disruptions over the past two years in the international 
financial and investment communities, reflected in periodic 
weakness or devaluation of major currencies particularly the 
dollar, have caused Kuwaitis to review with care investment 
policies. 


In the short run, however, no serious disruptions in Kuwait's 
economy are envisaged. Oil income is expected to continue at 
high levels, and Kuwait's reserves and balance of payments 
position are likely to become even stronger than now, 
Currently the most important elements of the economy are 
performing well, and the general psychological state of busi- 
nessmen is optimistic, despite the existence of inflationary 
pressures and shortages. 





Kuwait's continuing heavy reliance on imported goods and its 
ability to pay for them means that it will continue to be an 
attractive market. Ambitious programs of public works and 
industrialization together with improving performance in the 
service sector should provide many desirable trade opportunities 
for American firms, Moreover, as Kuwait moves into more 
sophisticated areas of activity, American firms stand a particu- 
larly good chance to provide goods and services to the mutual 
benefit of both Kuwait and the United States. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Performance of the Oil Sector 


Oil is basic to Kuwait, perhaps more so than for almost any 
other important oil exporting country. Therefore, a dis- 
cussion or analysis of the Kuwaiti economy must begin with 
an evaluation of the oil sector. Since early 1973 there 
have been four primary areas of interest, many of which are 
by now well known to observers of international affairs. 
Others, however, were largely local in character or signi- 
ficance,. 


Although the owners of the Kuwait Oil Company, Gulf Oil 
Corporation and British Petroleum, reached an agreement 
with the Government of Kuwait (GOK) regarding participation, 
that is,partial ownership of KOC by the GOK, the National 
Assembly failed to ratify the agreement. In mid-1973 the 
government asked to renegotiate the agreement, Almost 
exactly a year after the initial agreement a new agreement 
was signed. The second agreement would have the government 
purchase an immediate 60 percent ownership of KOC, but as 
of mid-March 1974 the agreement still has not been ratified 
by the National Assembly. Thus participation remains a 
continuing issue in Kuwait, and several petroleum-related 
projects are likely to remain indeterminate until this 
issue is resolved, 


A second important issue in Kuwait revolves around the price 
of Kuwaiti crude. Since October 1973 the international 
petroleum market has been subject to tremendous strains 
resulting from alterations in production and distribution 
following the Fourth Arab-Israel War. Kuwait and other OPEC 
countries decided to raise the basic price of their crude 
oil, first in October and then again in January. These 
price changes were so extraordinary that it still is too 
early to know whether they will remain; if they do it seems 
likely that world demand for petroleum will be affected. 

It is not exactly clear how all this will affect Kuwait, 

but on the assumption that production and demand will remain 
more or less as they are and that the GOK will receive 
approximately $ 7.00 per barrel of crude sold, it appears 
that the government will earn over $ 7 billion in 1974; 

it is likely it will earn more, 


As indicated in the previous paragraph changes in price were 
largely a function of dramatic changes in supply. Production 
levels have been a matter of debate in Kuwait for some time 
and are likely to remain so. Until October 1973 kKOC's 





nominal daily production was 3 million barrels per day. Total 
Kuwaiti crude production has been around 1 billion barrels 
per year. Most government and oil company observers believe 
Kuwait will continue to produce at this level, now that the 
Arab countries have decided to lift their oil embargo and 
presumably resume full production, But there are many 
Kuwaitis, including influential officials and members of 
Parliament, who believe that for financial and conservation 
purposes, production should be limited to as low as 2 million 
bpd. It is not certain how this debate will be resolved, but 
as of early 1974 the debate goes on full force, 


Despite the hue and cry over such economically and politically 
charged issues as participation, prices and production, the 
fact remains that Kuwait continues to be an important producer 
of petroleum and that in producing and selling over 1 billion 
barrels of crude oil and millions of barrels of refined products 
in 1973 it earned over $2 billion. With the prospect of even 
higher earnings, the government and even the private sector are 
looking seriously into billions of dollars worth of petroleum™ 
related projectse Thus, the fourth issue of considerable 
importance to Kuwait is: what should be done; who should do it; 
how should it be done? In general Kuwaitis are looking into 
additional export refineries, what will be the largest LPG 
plant in the world, petrochemicals and a number of smaller 
projects. In addition, several crude, product and LPG tankers 
have been and will be ordered. Kuwait will spend some billions 
of dollars on petroleum-based industrial and related transport 
activity in the next few years, and taken together this will be 
the most significant economic activity in Kuwait, 


GOK Budget and Major Economic Policies 


The budget for FY 1974/75 (April 1, 1974 — March 31, 1975) has 
been approved by the Council of Ministers and is presently 
under review by the National Assembly. As it stands the budget 
calls for expenditures of KD 585 million, a figure which does 
not include major new military expenditures or government 
foreign investment. Nor does it include specialized budgets 
such as those for Kuwait Airways or Kuwait University and 
government participation in certain major commercial projects 
which is considered to be investment. The FY 74/75 budget 

is approximately KD 20 million and KD 50 million over the 
previous two budgets. At current exchange rates, the proposed 
Kuwaiti budget amounts to over $ 2 billion compared to 
anticipated gross government income of $7 - 8 billion or more, 





The major components of the budget are as follows: Government 

employees= (wages and salaries) — KD 174 million; local 

development projects—- KD 100 million (of which KD 53 million 

is allocated to projects of the Ministry of Public Works and KD 41 
million is allocated to projects of the Ministry of Electricity 

and Water)- expropriations (ieee. government land purchases) - 

KD 35 million; state reserve — KD 63 million and general and 

other expenditures - KD 212 million. 


Of particular interest to American businessmen is the KD 100 
million allocated for development projects. A review of 
major public works projects is contained in the following 
section of this report. Despite the tremendous increase in 
income, the government has actually reduced local development 
expenditures by about 15%, Nevertheless, the GOK has found 
that it has some difficulty in actually spending more than 
what now appears to be a relatively standard KD 100 million 
for local development expenditures, Another problem which 
has been experienced recently is that costs have risen so 
rapidly that budget estimates of costs of major projects 
almost always lag behind actually bids of international 
companies, This has led to lengthy additional negotiations, 
causing additional delay in actual expenditures, 


As noted above the published budget figures do not include 
major military expenditures which are classified. However, 

in July 1973 the National Assembly authorized the government 
to draw KD 422 million (approximately $ 1.4 billion) from 
state reserves over a seven year period for military programs, 
The GOK has been discussing military purchases, training 
programs and related matters with several countries, including 
the US, for over a year. For the most part the GOK prefers 

to handle such discussions on a government~to-government 
basis, It is expected that several major military programs 
will get underway during the next fiscal year. 


The budget does reveal that the GOK continues as a matter of 
long range policy to add substantial sums to the state reserve. 
The budget submitted to the parliament was prepared before 
recent OPEC price increases were established, however, and 
therefore it does not indicate how the government intends to 
invest as much as $ 6 billion in surplus revenues it is likely 
to receive over the next year. A large amount will be spent 
on international economic assistance programs, and in this 
connection it is noteworthy that the GOK is in the process 

of raising the capitalization of the Kuwait Fund for Arab 
Economic Development from KD 200 million to KD 1 billion. 
Perhaps the largest portion of the surplus will be invested 

by the government in traditional assets, 





Major Public Works Programs 


As impressive as the amounts available for investment and 
foreign assistance may be, of more immediate domestic economic 
and social consequence are the government's pians for local 
projects. The largest and most important in terms of the 
overall economy will be the large industrial projects noted 
previously. It is possible that something like $ 3.5 billion 
will be spent establishing or expanding local oil refining, 
gas, petrochemicals and steel industries and related shipping. 


In addition several hundred million dollars will be spent on 
public works projects. Much of Kuwait's infrastructure has 
now been built. Nevertheless, much remains to be done -- 

and is being planned -- with respect to schools, hospitals 
and clinics, roads, airports and ports and other public 
works. Perhaps the most urgent long term need in this area 
is housing. The British consultant that prepared a twenty 
year master plan has judged that 300,000 rew homes must be 
built by 1999. In part they will be built in new towns along 
the coast of Kuwait, south and west of the capital. 


in 1972 and 1973, respectively, about $ 65 and $ 90 million 
was spent on such projects. Abcut 40 percent cf this total 
was spent on roads and related projects, while several million 
dinars was also spent on schools, housing, electricity and 
water projects. A quick review of currently planned projects 
shows that these will continue to be the most important areas 
for public works expenditures over the next few years, Among 
the projects being planned are the following: 


Roads: A modern expressway is planned that will cost over 
$ 100 million. An American company is expected to be selected 
to begin design work in 1974, 


Schools: A Spanish architect has been selected to begin work 
on designing Kuwait University's new $ 100 million campus, 

In addition about $ 20 million will be spent annually on new 
public schools and in equiping these schools and Kuwait 
University. 


Hospitals: Four completely new hospitals, including some pre- 
fabricated hcspitals, are planned, as are major extensions to 

two existing hospitals. In all, about $ 100 - 120 million is expected 
to be spent on new hospitals in Kuwait, 


Housing: Plans exist to construct over 10,000 low income 
housing units at an anticipated ccest cf $ 120 million, In 





addition, several hundred middle inccme units will also be 
built at a cost of about $ 8 million. 


Electricity and Water: Bids have been received recently in 
response to tenders for two 100 mw gas power stations and 

4 steam units. Together these should cost about $ 120 
million. Additional power tenders may also ke annco.nced 
during the next year. Kuwait already iS the world's largest producer 
of desalinated wate:, and when two units presently under 
construction are completed daily production should reach 

62 million gallons per day. Nevertheless, an additional 

30 million gallons per day will be required before 1982 

so that tenders for new desalination units are likely to be 
announced before long. Another water project is a $ 10 
million extension to the waste water treatment plant, 


Other Projects: Several other public works projects are 
also being given serious consideration. These include 
agricultural projects, mainly processing plants. About 

$¢ 50 million will be spent on new parliament and government 
buildings, A $ 9 million earth satellite station, Kuwait's 
second, will be tendered soon, and the Ministry of Posts, 
Telephones and Telegraph recognizes what will become an 
urgent need to expand and modernize Kuwait*s telephone 
system, even though it is already one of the best in the 
Middle East. Work should begin soon on the new airport 
terminal and radio/TV complex which together are expected 
to cost close to $ 100 million. A new runway is to be 
built at the airport. Finally, several recreational projects 
such as a "Disneyland" -type complex and a sports stadium 
have been mentioned. If the government decides to go for- 
ward with these projects as much as $ 50 million could be 
spente 


Industry and Trade 


Schools, hospitals, roads, utilities and the rest are all 
essential if Kuwait is to operate as a modern state, More- 
over, for the past generation the jobs and income, not to 
mention the ancillary economic benefits -- the multiplier 
effect -- of large public works programs including the 
construction of large utilities, has been an important ele- 
ment of economic life in Kuwait, 


The GOK also believes that it is essential to develop industry 
in an effort to achieve a better balanced economy. Kuwait 
boasts some modern industrial facilities. The Kuwait National 
Petroleum Company refinery and the Kuwait Chemical Fertilizer 
Company urea and ammonium production units are among the most 
modern in the world, Like utilities, Kuwait's industries 





are growing at a strong rate, Petrochemicals and refining 
led this sector to an impressive 22% increase in FY 1973, 
though manufacturing still amounts only to about 3.3% 

of the GDP, 


Statements by governmental officials indicate that the GOK 
seriously intends to expand and diversify its industrial 
base. The government would like to establish industries 
which can reasonably hope to earn profits and compete in 
world markets, Generally Kuwait is hindered by a lack of 
raw materials and the virtual non-existence of a viable 

home market. It does have cheap energy and abundant capital. 
Thus it would expect to develop power intensive and capital 
intensive industries, 


Two trends have become increasingly noticeable over the past 
year and together they have led to a mood of optimism among 
Kuwaiti officials and businessmen, First, the government has 
made it clear that it wishes to encourage development of 
local industry. As recently as February 1974 the Prime 


Minister, who is also the Crown Prince, in a public address 
stated that the government wishes to industrialize Kuwait 

aS much as possible, The government recently took the lead 
in establishing an Industrial Bank which will be owned by 
the GOK and private interests, The purpose of the bank will 
be not only to encourage industrial ventures but also to 
assure that sound projects and practices are develped,. 


The second development causing optimism is the success of 
many Kuwaiti companies, The Kuwait National Petroleum 
Company, for example, is expected to show profits for 1973 
that are more than ten times larger than for the previous 
year; it was not too long ago that KNPC was in the red, 
Petrochemicals Industries Company and its wholly owned 
subsidiary Kuwait Chemical Fertilizer Company are doing well 
as demand for fertilizer is strong and prices are high, 
Other local industrial establishments are performing, well 
and exports of locally manufactured products, though still 
small in absolute terms (about KD 15.6 million in 1972/73), 
are about twice the level of 1970/71 and still rising rapidly. 


Among relatively large non-industrial, non-financial companies 
Kuwait Airways, the Kuwait Shipping Company, Kuwait Oil 
Tankers Company and United Fisheries (the largest shrimp 
fishing company in the world) are all doing well. Moreover, 
they are expanding and as a group are spending or will soon 
spend some hundred of millions of dollars on new equipment, 





As a result of these factors several new industrial projects 
are under consideration including many in the private sector, 
These include plans for an automobile assembly plant (French), 
a tire factory, a prefabricated building company, and 
factories for the manufacture of lube oil, textiles, an 
acetylene torch welding assembly, and many others, 


Despite the general expansion of local industry, Kuwait 
continues to be required to import virtually all locally 
consumed agricultural and manufactured products, The 
country's affluence and free trade, given this need for 
foreign goods, results in Kuwait being the largest per capita 
importer in the world, Per capita imports have dropped 
considerably however; they were $1145 in 1967 and are now 
$928.90. 


Total imports in 1972/73 were KD 266.1 million, a 12.5% 

rise reflecting a booming economy and inflation, Non-oil 
exports and re=exports were a record KD 52.6 million, nearly 
twice the level of 1970/71, The apparent deficit of over 

KD 200 million was more than covered by taxes and royalties 
paid by the oil companies of KD 477 million, 


Thus, Kuwait*s balance of 
trade continued in 1972/73 to be very favorable, However, 
the KD 263 million trade surplus was below the previous 
year*s figure of KD 385 million, This was due to steady 
oil production and rising imports. 


As noted previously exports of manufactured goods have 
improved markedly. Of imports, somewhat more than 60% 
were for consumer goods and capital goods made up slightly 
over half of the rest, Reflecting, the rapid increase in 
building and construction, however, the level of capital 
goods imports increased by 20% over the previous year, 
compared to increases of 18% and 9% respectively for 
intermediate and consumer goods, 


In 1972/73, the last year for which full statistics are 
available, Japan was Kuwait's leading supplier, with the 

US second. Japan*s exports of KD 42.5 million accounted 

for 16% of all imports and represented an increase of KD 7 
million over the previous year. The US in contrast to 

Japan whose share of the market increased by 1%, lost about 
1%, even though our exports rose slightly from KD 33.5 million 





to KD 35.2 million. The UK remained Kuwait's third largest 
supplier with exports of KD 27.2 million (10.2%). The 
Common Market Nine accounted for around 35% of all imports. 
Japanese, French, British and other nations from which Kuwait 
has or will order over $ 1 billion in new ships will show 
large increases in exports to the country in the next year 

or SO. 


Financial Sector 


Kuwait's GNP rose by about 10% between March 1972 and March 
1973. GNP in 1972 was KD 1.151 billion and in 1973 KD 1.251 
billion. Because of the devaluation of the dollar Kuwait's 
GNP expressed in dollars shows a 20% increase. (From $ 3.5 
billion to $ 4.2 billion.) With a population of less 

than 900,000 Kuwait continues to have one of the highest 

per capita incomes (over $4,000) in the world. 


The exact level of government reserves is not known, but 
official statistics list the net official foreign assets of 
the Ministry of Finance and Oil at KD 789 million as of March 
1972), an increase of 30% over the previous year. When the 
Central Bank's net foreign assets are added, the GOK has a 
total of over KD 900 million or about $ 3.5 billion in foreign 
assets, and by now this figure probably understates Kuwait's 
official reserves. 


In addition to officially held reserves, Kuwaiti commercial 
banks hold approximately $ 1.2 billion in net foreign assets, 
Net foreign assets of official institutions and commercial 
banks as of March 1973 stood at approximately $ 4.7 billion, 
an increase of about 40% over the previous year, This level 
of reserves, of course, allows Kuwaitis to earn substantial 
amounts from foreign investments. According to official 
statistics, the GOK, itself, earned approximately $ 450 
million from foreign investments in 1972/73. 


Kuwait"s balance of payments position is exceptionally strong, 
Payments surplus as reflected in the change in net foreign 
assets holdings of the monetary sector amounted to a record 
figure of KD 252 million in 1971/72 or about two and one half 
times the KD 102 million surplus realized in 1970/71 (when 
the dinar was worth only $2.80). In 1972/73 the surplus was 
lower, KD 166 million. (However by March 1973 KD 1 = $3.38). 





Money supply (currency in circulation plus demand deposits) 
continued to rise, increasing from $ 428 million in March 
1972 to $ 562 million in March 1973, an increase of over 17%. 
Throughout 1973 prices rose and by early 1974 inflation had 
become a serious local problem, We estimate that local 
inflation is on the order of 15% in early 1974, With 
decreasing confidence in investing abroad many Kuwaitis 
sought to invest locally, One manifestation of this was 
vigorous support of the small but growing local share market 
where by the end of 1973 prices of stocks bore little 
resemblance to true market conditions, A degree of specula- 
tion was evident and of increasing concern to the government 
and the financial community. 


Kuwait remains an important regional financial center, During 
the past year a new bank, the Real Estate Bank,began operations, 
Although not presently a full-fledged commercial bank, it is 
expected to evolve into one, Kuwait's sixth, Others may 
follow. 


The Bank of America is providing management services for the 
Real Estate Bank and it therefore was the first American bank 
to have a formal presence in Kuwait. Since the Real Estate 
Bank began operations in February 1974, the Chase, Manhattan 
Bank has assumed the management of the Commercial Bank, the 
second largest of the local commercial banks all of which are 
wholly owned by Kuwaitis. 


Several other financial institutions have recently begun 
operations or are being planned. Among them are new invest~ 
ment companies some of which are partially owned by the GOK, 
As noted previously an industrial development bank is about 
to begin operations, Other institutions have expanded, the 
most noteworthy being the Kuwait Fund for Arab Economic 
Development whose capitalization is to be quintupled to 

KD 1 billion, Outside of the country, Kuwaitis were active 
as well, and the GOK will play a leading role in the estab= 
lishment of a Non Aligned Fund, 

an Islamic Development Bank, an Afro-Arab Development Bank and 
in expected new financial institutions to be sponsored by 
OPEC and OAPEC, 


Finally, it should be noted that as Kuwait*s financial sector 
has expanded and become more complex, the Central Bank is 
gradually assuming more control over banking in Kuwait, although 
it is not yet as strong as European or American central banks. 





IMPLICATIONS FOR THE UNITED STATES 


The Next Five Years: 

Political 
developments in the Middle East, the changing pattern of 
supply and demand for petroleum, the expected tremendous 
growth in the financial resources of Kuwait and some of its 
neighbors are all likely to set in motion forces whose 
interplay cannot yet be foreseen, Still, certain trends do 
seem clear, and the GOK has indicated the general directions 
along which it would like to see the country proceed, 


For the foreseeable future petroleum will continue to be the 
most dominant fact of life in Kuwait, and oil receipts will be 
the most important source of income for the government, It 
appears doubtful that production will expand significantly 
beyond the present level of about 3.2 million barrels per day, 
because the government'*s conservation policy is rooted in an 
objective calculation that the policy of production limitations 
is in the country's long term financial interest whether 
Kuwait's oil will last thirty, sixty or one hundred years. 


Almost all projections indicate that the developed world’s 
demand for petroleum will increase substantially, and the 

US is expected to become the major petroleum importing 
country. Thus, a market, probably with high prices, appears 
assured for Kuwaiti crude oil. Moreover, with participation, 
the GOK or Kuwaiti companies will directly reap the profits 
from this condition. Thus, though production may be limited, 
a rise in income seems to be in store. 


Assuming, then, Kuwait*s continuing importance as a major supplier 
of oil, it follows that it will continue to develop as an 
important source of capital, Kuwaiti financial institutions, 
occasionally together with other Arab or European financial 
institutions, are taking an increasingly active role in inter= 
national finance, and a steady stream of visiting businessmen, 
bankers and officials from the world over to Kuwait testifies 

to the growing importance of the country as a source of capital. 


Recent increases in the price of oil may not last but it seems 
unlikely that oil prices will retumto pre-October 1973 levels. 
Therefore, assuming continued production of some 1 billion 
barrels per year, the GOK can confidently look forward to 
sustained annual earnings of several billion dollars per year, 
much of which cannot be spent locally. Therefore, financial 
reserves will grow substantially and before long investment 





income will probably also be counted in billions of dollars, 
or at levels comparable to oil income during the early 
seventies, It does not seem too far fetched to predict 

that Kuwait®s financial reserves will be on the order of 

$¢ 50 billion within ten years, 


Just as continuing oil income is the key to the continuing 
financial strength of Kuwait, so is it the key to the GOK 
being able to pursue its other economic policies. As noted 
previously a broad program of extensive public works will be 
implemented over the next five years. Construction of roads 
will continue, and work on a new system of expressways will 
begin, The government may also consider introducing rapid 
transit lines to link the outlying cities with the capital. 
Major airport and ports improvements will continue. Cons= 
truction of schools, hospitals and housing will continue, 
and more attention will be given to creating new towns, 

The power and water resources of the country will be 
expanded, Over the next five years, in short, the GOK 

will continue to expand and improve the basis infrastructure 
of the country. 


Many of the plans for expanding the infrastructure already 
exist, and work has begun. The GOK also seems determined 

to diversify the economic base of the country through indus= 
trialization, Once again one must begin with the oil sector, 
With participation the government (most likely through 
Kuwaiti companies) can become a major marketer of petroleum, 
It seems likely that KNPC, the Kuwait Oil Tankers Company 
and perhaps other local companies will be able to expand 
their operations not only because of participation but also 
because of the general world petroleum situation, Some 
other already established companies, such as the Kuwait 
Chemical Fertilizer Company, will also expand over the next 
few years. 


The government, however, has more ambitious plans than simply 
to encourage the expansion of existing companies, The most 
likely immediate areas of new activity are expected to be in 
the areas of gas and petrochemicals; an LPG plant and a large 
petrochemicals complex are in the planning stages, The 
government probably will establish new companies to handle 
the marketing and shipping of LPG, petrochemicals and perhaps 
for crude oil as well. There have been indications that the 
GOK will create an umbrella energy company, although we 
understand no final decisions have yet been reached. As noted 
in Part I, several privately financed and owned industrial 


ventures are also being planned, some of them large by Kuwaiti 
standards. 





The GOK is interested in industrialization because it sees 
this as one way to diversify the country*s economic base. 
Notions of prestige seem to be relatively unimportant, so 
that it is possible that some projects will be dropped if 
they are seen to be economically unjustifiable, Still, 
whatever specific projects are pursued, it seems very likely 
that Kuwait will witness the initiation of several major new 
industrial projects over the next few years, 


These together with the large public works projects should 
serve to stimulate the economy in general so that ancillary 
business activity notably in the service sector should do 
well. Among local companies, Kuwait Airways, local shipping 
companies and companies in food manufacturing and building 
materials are expected to expand, Similarly, general 
merchant, banking and insurance activity should be brisk, 


Assuming that the economic picture in Kuwait is bright over 

the next five years, what are likely to be the most serious 
restraints on the economy? One problem Kuwait faces is simply 
that it is, after all, an underdeveloped country which less 
than a generation ago was a primitive desert state, It has 
made vast strides in developing its physical and human 
infrastructure and resources in a short time, but there remains 
a critical need for modern management techniques, This need 

is especially great for those companies which must compete 
with foreign firms for export markets, 


Other problems exist partly because they require making choices 
between conflicting desires, Thus, if Kuwaiti industrialization 
becomes a reality, it will require cheap energy, primarily 

gasSe But unless oil and therefore gas production increases, 

it is conceivable that Kuwait will have to decide whether to 
keep existing production limitations in force and forego 

export of gas or to increase production so that both foreign 
and domestic needs can be satisfied. Similarly, as industries 
are established and cities expand there are those who express 
concern over the damage to the environment which resiutts,. 

Again a choice exists although the hope exists that new 
industries can be established which will have environmental 
contols designed into their facilities, 


Another difficult problem for the government involves striking 
a balance between labor requirements and population policy. 
Kuwaitis are already a minority in their own country, and 
therefore some officials are concerned over large waves of new 
immigration from Iran, the subcontinent or other Arab countries. 
On the other hand, even in capital intensive industries, labor 





usually has to be imported since Kuwaitis, who comprise around 
about one-third of the work force, are insufficient to operate 
the new industrial facilities. Interestingly because of the 
boom in the region, there is a noticeable tightening of the 
labor market in Kuwait. 


Finally, Kuwait, as it learned over recent months, is 
susceptible to world-wide economic developments. Inflation 
and supply shortages are problems, What, for example, 

will become of ambitious construction programs if, as 
presently is true, cement, building materials and construc= 
tion equipment are difficult to obtain or are very expensive? 


US Trade and Investment Opportunities: The trend which began 
during the latter sixties whereby the US faced ever stiffer 
competition, particularly from Japan, can be expected to 
continue . Kuwait's affluence and the fact that it must 
import almost all the goods it uses means that its importance 
as an export market to industrialized countries is greater 
than its small population would initially lead one to believe. 


Therefore, not only Japan, but also the UK, West Germany, 
France and other countries are all competing vigorously for 
this attractive market. 


The US can be expected to maintain a strong position here, 
American products have a good reputation, but at times other 
suppliers are able to offer equivalent goods at lower prices. 
The key for most consumer goods, therefore, would seem to be 
maintenance of brand loyalty while keeping prices as close to 
those of competitors as possible, 


The large public works projects together with plans to expand 
the industrial sector offer US firms several important 
opportunities, Heavy and/or specialized equipment is an area 
where we seem to compete reasonably well, These projects 
also offer good opportunities for American engineering and 
consulting firms, and recently there have been examples of 
Kuwaiti preference for American consultants in some areas 
where our experience places us in a commanding position 
around the world. Similarly as some of the new industrial 
projects go forward there will be many opportunities for 
American firms, working with local firms, for turn-key 
projects or as designers or even managers, 


The combination of abundant capital but lack of management 
expertise means that Kuwaitis, particularly private entrepre= 
neurs, are interested in joint ventures, To those American 





companies interested in ventures where they either would hold 
a minority position or no equity at all, there are a host of 
possible business ventures here ranging from franchises to 
large industrial ventures which could be attractive, Firms 
that can offer a systems approach - from design through 
management and perhaps marketing = will arouse considerable 
interest, we believe, 


The local demand for foreign know-how will continue and grow, 
and as Kuwait moves into more sophisticated activities, the 
US should benefit. New electricity and water projects, new 
industrial projects, even some ofthe new public works schemes 
involve relatively high technology, and in general once the 
decision is made to go forward, Kuwaitis want the best and 
most modern, particularly in those areas where a desire to 
use capital intensive facilities exist, An example of this 
kind of opportunity is KNPC*s $150 million refinery, the most 
modern in the world, supplied entirely from American firms, 


Two other areas of business opportunities with the Kuwaitis 
should be noted as well. American firms doing business in 
other Arab countries should investigate cooperating with 
Kuwaiti sources of financing, On a number of occasions 
major sales of US equipment to other, less affluent Arab 
countries were possible because of the availability of 
Kuwaiti capital, Similarly, Kuwaiti capital for US projects 
should be considered. The US has the largest, strongest 
economy in the world. The US does therefore attract an 
increasing amount of Kuwaiti investment, but we beltave that 
a potential exists for attracting even more Kuwaiti invest- 
ment to the US, 


The Larger Market: From the foregoing it can be seen that 
Kuwait represents a small but attractive market for US goods 
and services, The economy is currently prosperous and the 
outlook for the next few years is bright. The government 
is committed to a program of economic diversification and 
expansion, and the Kuwaiti market is likely to continue its 
growth, 


For many Americans, however, Kuwait is a relatively small and 
unfamiliar market, far from homeg We believe it is important 
therefore, to point out that it is but a part of a booming 
larger market which includes not only Kuwait but also the other 
states around the Gulf, This market is characterized by very 





large income based on rapidly expanding oil production and 
exports and a desire in all of the countries to build and 
expand their economies as rapidly as possible. 


To be sure, there are variations within the region, and this 
report is not the proper vehicle to describe the entire market, 
It should be noted, however, that successful penetration of 
the market, say in Kuwait, can often lead an American firm to 
be called upon to do work in one of the other countries of the 
region, Or merely by being here, an American firm can often 
take advantage of opportunities in a neighboring country, It 
is being done right now by firms alert enough to have come 

here as the current boom in the region began, 


Finally, it must be stressed that in Kuwait and the region 
generally personal presence by American firms and businessmen 
is often of critical importance, American businesses are held 


in high regard, but local businessmen and officials place 

great importance on personal contact, American firms interested 
in projects in Kuwait should realize that patience and careful 
attention to personal contacts in the government and business 
community are often essential for the successful conduct of 
business in Kuwait and the region generally. 
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